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FINANCE

Russia Plugs Away At Creation of Oil Index

After years of discussions and vacillating among officials, Russia is
finally ready to use its own price indicator for Urals export blend. In
the initial phase, the indicator will be used to calculate taxes, but
ultimately the goal will be the creation of Russia’s own price bench-
mark — a task Moscow has been trying to accomplish for more
than two decades but without success. But with its back now to the
wall, the government and industry players are resolved to act.

Deputy Finance Minister Alexei Sazanov told journalists on the side-
lines of the St. Petersburg International Economic Forum last week
that the ministry is ready to use the Urals price index of the St.
Petersburg International Mercantile Exchange (Spimex) for calcu-
lating the country’s key oil taxes — the mineral extraction tax,
excess profit tax, and export duties. This is a major departure for
Moscow, which for decades has relied on western price agencies to
calculate key components of these taxes.

The head of Spimex, Alexei Rybnikov, told Energy Intelligence that
the index is calculated “based on data of over-the-counter deals.”
The index is already used as a price indicator for exported crude in
line with the energy ministry’s broader price monitoring system.
The latter, introduced in response to the Western price cap, allows
Moscow to define a fair price for exported barrels, which have trad-
ed at huge discounts in the past year.

For price monitoring, the energy ministry also uses data on Urals from
Argus and the Federal Customs Service. Sazanov said the Spimex
index will initially be used “in parallel” with other indicators before
it proves to be “representative.” He added that among the index’s
drawbacks is that it also includes deals between affiliated compa-
nies — a risk of manipulation and therefore should be excluded.

The deputy finance ministry also emphasized the lack of liquidity in
Urals trading on the exchange - a crucial weakness that hasn’t
allowed Russia to establish its own Urals benchmark over the past
two decades despite several attempts.

In the words of Rybnikov, the Spimex indicator covers two thirds of
Russian crude oil exports and is “representative.” “Retrospective

analysis for various periods shows a high degree of correlation with
other market indicators,” he told Energy Intelligence, adding that
other issues will be discussed at an expert council that will involve
oil companies, state institutions and experts.

Tanker Conundrum

Russia has long pursued the idea of establishing its own price
assessment for crude exports, but the task became outright urgent
over the past year as assessments made by foreign pricing agencies
became less relevant as Russian flows migrated away from Europe,
traditionally the core pricing hub.

How budget revenues fare due to the changeover to the new index
will be a crucial element in determining success. Importantly,
Sazanov admitted that the Spimex index would be used in the future
if it doesn’t reduce budget revenues. Russia’s budget deficit sky-
rocketed to almost $42 billion in the first five months of 2023 as the
government’s oil and gas revenues fell by 50% versus the same
period of 2022. However, Finance Minster Anton Siluanov said in St.
Petersburg that oil and gas revenues will reach the planned 8 trillion
rubles for the whole of the year.

The finance ministry is ready to undertake additional measures to
boost revenues. Among others, the ministry wants to further trim
the discount for Urals to Brent. Moscow capped the Urals discount
when calculating taxes to $34 per barrel in April, and this will
decline to $25/bbl in July. But the ministry is now considering low-
ering it to $20/bbl starting September — a move that would make
oil exporters seek better prices.

In fact, Urals discounts have already narrowed to about $20/bbl,
according to official data seen by Energy Intelligence. President
Vladimir Putin told the St. Petersburg Forum last week that the dis-
counts for Russian oil “are different at different markets” and in
some cases are “minimal.” He added that the price level for Russian
oil “suits” Moscow.
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